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Executive Summary

ilrpose The Internal Revenue Service (uis) estimates that $7 billion in 1987 fed-eral taxes were not paid because people did not file required income tax

returns. Ine identified over 4 million potential individual .ionfilers in
1987. which was the most recent year being investigated when GAO did
its review. This number represents a 24-percent increase in the number
of potential nonfilers since 198.5. The 1987 noarilers included about
40.000 whose annual income exceeded $100,000; these are high-income
nonfilers.

The Chairman of the Subcommittee on Commerce, Consumer, and Mone-
tary Affairs. House Committee on Government Operations, expressed
concern about ms not pursuing high-income 'onfilers. He asked GAO to
determine whether mls could investigate more of them amid do so more
effectively.

Bakr und•Uf i.; identifies potential nonfilers when a tax return cannot be found for
income reported on information returns, such as wage statements (Form
W-2). ms assigns cases a priority-based on the estimated tax yield-
that determines the degree of tas scrutiny.

nsS uses three stages to investigate nonfilers. First, =s sends as many as
four notices that ask nonfilers to file a return. Second, is sends
unresolved cases-depending on amounts and types of incomento
either (1) an automated call site, where a tax examiner tries to obtain a
tax return, or (2) the Substitute for Return program, where is estimates
taxes owed, prepares a "substitute" return for the delinquent one, and
recommends a tax assessment. In the third stage, cases unresolved at
automated call sites are referred to an us district. In the Automated Col-
lection System and the district offices, iw may not pursme a case with a
low priority. Rather, mns may investigate other cases, such as those on
delinquent taxes owed by businesses or individuals, that have higher
priorities.

To determine whether changing iss' three-stage process would produce
more returns and taxes, GAO randomly selected 1,200 of 3,600 high-
income non filer cases at three tws ser-ice centers. The 3,600 cases w.ere
those still unresolved after two notices werp sent to a universe of about
12.000 cases. Of the 1.200 Sample cases, GAO asked ims to experiment by
sending abiut

* 300 directly to District revenue officers.
* 300 to Automated Collection System sites, and
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Executive Summary

300 to the Substitute for Retuims program.

The final group of 300 was used as a control and investigated using the
normal three-stage process.

Resuats in Brief Rs does not fully investigate high-income nonfilers, which creates an

- iBironic imbalance. Unlike lower income nonfilers in the Substitute for

Returns program, high-income nonfilers who do not respond to Ws"
notices are not investigated or assessed taxes. Even if high-income
nonfilers eventually file tax returns, their returns receive less scrutiny
than those who file returns on time.

GAO estimaates that half of the high-income nonfilers at the three service
centers were not investigated by district revenue officers or assessed a
tax in earlier stages. Revenue officers did not pursue them because ms
understated the estimated yields from investigating them. Even if ns
correctly estimated these yields, it had too few revenue officers to inves-
tigate many more cases.

nm could investigate more high-income nonfilers by using the Substitute
for Returns program. GAO's test showed that this method produced more
yield at the lowest cost and created a tax assessment that otherwise was
unlikely. GAO believes an assessment, even if understated, is better than
letting the nonfiler escape a revenue officer's scrutiny.

Although =s checks returns filed on time for noncompliance, it does not
have a systematic way to check for underreported income or overstated
deductions on delinquent returns that high-income nonfilers eventually
file. GAO found that none of these delinquent returns were computer
matched with information returns, and few returns were referred to the
Examination Division to be checked. However, nearly half of the delin-
quent returns that GAO asked ins to check had evidence of
noncompliance.
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Executihe Summain

Principal Findings

IRS Understates the Two years after the deadline for filing returns, 47 percent of the 3,600

Priority of High-Income cases had not been investigated by revenue officers or otherwise
Cases assessed a tax., Since iis gave a high enough priority to only 2 percent

/ of the cases, 45 percent will continue to escape revenue officers' scru-
tiny. This situation occurs partly because iRs' formula for ranking cases
to be investigated by revenue officers understates the revenue potential
of high-income cases. (See pp. 14 and 15.)

ms based its formula for ranking cases on tax yields from 1984 nonfiler
cases at all income levels, not just those over $100,000. As a result, tax
yields for lower income nonfilers pulled down the estimated yield for
high-income nonfiiers. GAO found that ;im" estimated yields for high-
income cases were about one-third of the actual average yield-S2.967
versus $7,811. Had iik separately estimated yields for high-income cases
at the three service centers, revenue officers would have been assigned
831 more cases to investigate at 1989 staff levels, resulting in an addi-
tional $10 million in taxes. (See pp. 15 and 16.)

To pursue more high-income cases, IRs would need additional staff. If tRs
separately estimated yields for high-income cases and sent them directly
to revenue officers, at 1989 staff levels, many cases would not be inves-
tigated because other Collection cases have higher estimated yields. (See
pp. 16 and 17.)

The Substitute for Returns Given irs' limited revenue officer staff, GAO tested the potential of refer-
Program: A Viable ring high-iiicome nonfiler cases to the Substitute for Returns program.
Alternative By analyzing sample cases, GAO found that referring high-income cases

to the program produced a higher yield-to-cost ratio than the current

process-$1,716:$1 versus $60:$1. (See p. 17.)

IRs does not include high-income cases in the program because ms said it
believes its substitute return may understate taxes owed. The program
uses information returns that may not show all the nonfilers income.
GjAO believes, however, that the alternative is worse-high-income
nonfilers escape any wns tax assessment. Including them in the program

'Ail numbe,, and percentms cited are estimates based on sample resulta wileus otherwtse indicated.
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Executive S•mmary

will help assure that more wealthy nunfilers pay their taxes. (ee pp. 17
to 19.)

Delinquent Returns Nezrly 12 years after GAO recommended that in caeck deiinquent

Receive Less Scrutiny returns for unreported income, I&% still does not do 3o. Unlike returns

Than eFiled Tiey filed on time, delinquent returns from high-income nonfilers are not
Than Those Fcomputer matched for unreported income and are not generally selected

for intensive examinations. Nor do us staff routinely ,eview delinquent
returns for noncompliance. (See pp. 21 and 22.)

GAO found that ins needs to check such de!inquent returns for noncom-
pliance. Nearly half of the 178 delinquent returns GAo asked Examina-
tion efficials to check had evidence of noncompliance-21 with
unreported income and 60 with overstated deductions. However, Collec-
tion staff referred only four of these returns to Examination. Con-
versely, delinquent returns from lower income nonfilers in the
Substitute for Returns program are reviewed for noncompliance. (See
pp. 22 and 23.)

Recommendations To improve I&S' pursuit of high-income nonfiler cases, GAO recommendsthat the Commissioner of Internal Revenue

"* separately estimate tax yields for high-income nonfiler cases so more of
these cases will be investigated by revenue officers,

"• modify the Substitute for Return program to include high-income
nonfiler cases that would otherwise escape ims action, and

"* develop a system to check delLriquent returns from high-income
nonfilers for noncompliance.

Agency Comments In comments on a draft of this report, the Commissioner of Internal Rev-
enue said that iRn could do more to resolve high-income nonfiler cases.
Ile agreed to separately estimate tax yields and to check delinquent
returns for noncompliance. Rather than include high-income cases in the
Substitute for Return program, however, he plans to refer them to the
Examination Division. GAO did not test this option but believes the con-
cept may provide a workable alternative. (See app. III.)
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Chapter 1

Introm action

Our tax system relies on taxpayers to voluntarily assess their tax lia-
bility. file returns, and pay taxes on time. Without voluntary compli-
ance. Itts cannot administer the nation's tax laws.

Section 6012 of the Internal Revenue Code requires individuals to file
tax returns if they meet certain gross income criteria, regardless of
whethqr they owe taxes. People who do not voluntarily file a return-
nonfilers-diminish the public's respect for our tax system. Moreover.
non filing is unfair to hontst taxpayers who must bear a larger share of
the tax burden.

Detecting and pursuing nonfilers is important- Unlike those who under-
report income or overstate deductions and credits, the nonfiler does not
come under the scrutiny of an IRs examiner. A filed return can be
checked for errors, omissions, or fraud, but a nonfiler gives no such
lea'•;. This report examines is' efforts to identify and pursue individual
nonfilers with income over $ 100,000-high-income nonfilers.

In recent years, individuals have voluntarily filed over 100 million
income tax returns annually. However, M annually identifies a few mil-
lion individuals who may not have voluntarily filed required returns. ws
estimates that such individual nonfilers caused over $7 billion in 1987
tax losses. This amount represents 11 percent of the estimated $64 bil-
lion gap between income taxes owed and voluntarily paid by individuals
for 1987.

Tax,-a,,er, ,Dnquency .' Collection Division has principal responsibility for enforcing the

highest degree of compliance with the filing requirements of the Interna:
Investigation Program Revenue Code. As part of its enforcement strategy, Coflection also

attempts to identify the reasons for nonfiling and ways to prevent it.
One of Collection's key programs to obtain delinquent returns is the
Taxpayer Delinquency Investigation (mW) program. which covers both
individual and business nonfilers. In addition, Collection staff pursue
businesses and individuals who filed returns but ewe additional taxes-
accounts receivable-through the Taxpayer Delinquent Accounts
program.

The TOI program identifiies potential nonfiler cases by matching tax-
payers' returns-; with information returns that show taxpayers' income.
These information returns are submitted by employers and payers of
income, such as banks paying interest. In 1989, payers submitted almost
I billion information returns to report certain d&.ductions and nearly
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every cafteg"ry of income. including wag(., interest, and dividends.
When the match-donc b ' li' N1artinshurg Computing Center-shows
inlome but no corri.sponding tax return, a potential nonfiler case ' cre-
ated. Similarly. when the match shows a filed return but not all of the
incinne on the information return, a potential underreporter case is
treated.

/
For tax year 1987. such matchitig has identified about 24 million poten-
tial nonfiler and underreporter cases. In also identifies -otential
nonfiler c-ases by checking its master file for individuals who had filed
returns but then stooped filing .1;6 does not pursue all identified cases
because some have little potential for tax assessments while others have
incomplete information on the potential nonfilers.

Tax year 1985 is the mest recent year for which i~s has nearly complete
results from its efforts to pursue nonfilers. For that year, Ml identified
3.4 million potential nonfilers and spent zbout $63 million to invesigate
them. The investigatiGois resulted in obtaining 1.1 million delinquent
returns and $1.3 billion in addition2. tax assessnments, interest. and pen-
altie-s. For 198.5. unlike 1987. In• had not broken out the data by income
ranges-that is. low. medium, and high income. Therefore, in cannot
y-t determine its success in obtaining returns from low-income or high-
income nonfilers.

For tax year 1987. im identified about 4.2 million potential nonfrlers.
For the reasons discussed above, n• either did not investigate or merely
sent a reminder t, file a return to about 2.4 million. The other 1.8 million
cases werz. sent to in' service centers for Lnvestigation. Almost 40.000 of
these 1987 nonfli -s had high income-that is. over $ 100,iX0-retnrted
tn information retwrns. For tax year 1988, in has identified 7 percent
more potential nonfilers (about 4.5 million) and 18 percent more with
high income (about 47.000J) compared to 1,987.

IRS Process for The initial computcr match between information returns and tax returns

Investigating Individual occus in DTcember of the year returns are due. iws makes additional

Nonfiier Cases nonfiler comput.-r matclk's in March and .June of the following year to
account for those wiho filco Zzm late to be part of the earlier matches. For
tax year 1987. the initial matches were made in Dec-ember 1988, with
the additional matches occurring in March and June 1989.

After identifying potential nonfilers, ns attempts to obtain delinquent
returns using a thret-stage pnroess. In the first stage. the appropriate in
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Chapter I
introduction

service center sends as many as four c-imptit.er generated dXinquency
notices to nonflers. After each notice, the norifi!?r has 6 to 8 %weks to
either file a return or explain the reasons for not fiWing. Service centers
began sending delinquency notices for tax year 1987 in June 19&.9. The
final notices were mailed in December HM9O.

In the second stage/nonfiler cases that are not resolved during the
notico process are assigned to either the Substitute for Return (s.-lR pro-
gram or Automated Collection Systcm (.,) sites. This decision depends
on the amount and type of income involved.

Substitute for Return The sFIR program is authorized under Section 6020 of the Internal Rfv-
Progratn enue Code. It authorizes the Secretary or the Treasury or his delegate toprepare tax returns for persons who file a false or fraudulent return or

fail to file a return. The mts-prepared return "substitutes" for the return
that the taxpayer should have filed voluntarily.

In preparing a substitute return, tix esinmates the assessed tax by using
its information on the nonfiler, including income shown on information
returns. ms assumes the nonfiler is single and uses the standard deduc-
tioui. Then, over 2 years. iix sends tip to six notices to the nonfiler. The
last two notices, show estimated taxes, penalties, and interent owed. If
the nonfiler fails to file. ims asse-ises the taxes owed and begins efforts to
collect them.

Nonfiler cases are eligible for sFR if (I) total incone is under $1 00,000;
(2) less than 30 percent of total income is nonemployee compensation-
or payments to self-employed individuals; and (13) total income is
reported on fewer than 40 information returns. For tax year 19W7,
almost I million of the 1.8 million nonfilers investigated were included
in the svIm program.

ixs excludes cases with more than $ 10),000 in income from snR beca,.se
it believes that these cases may be too complex for Ini to prepare a sub-
stitute return. ims exchudes cases with over .3) percent noncmployec
compensation or over 40 information retli-,s b, ecause it believes t'h'sese
nonfilers may have much more income than shown on informatitn
returns. Is is concerned that substitute returns may understate taxes
owed.

Page 10 GAO (GD.911M HI0-l1nionfilem



Chapter I
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Automated Collection Also in the second stage, Irs refers cases not elig:hle for SFR, such as
System Sites high-incore rafilers, to I of 21 A sites. Each sittr is a Collection office

that attempts to resolve nonfiler cases through pb ne calls and corre-

spondence. Before daing so, iRs computes a score of the estimated net
tax yield, which is the tax owed less investigation costs, for each
non filer case.' Net tax yield is Collection's measure for establishing pri-
orities among its cases, including tax delinquent account cases for which

ims has already assessed a tax. iu uses the estimated yield at Ms sites
and district offices to determine investigative priorqties.

For those nonfiler cases that have a high es:imated net tax yield com-
pared to other collection cases, Acs tax examiners attempt to identify the
nonfiler's address and telephone number. If this information is obtained,
the examiner attempts to contact the nonfiltr by telephone or letter to
secure all delinquent returns. Nonfiler cases that have a lower yield can
remain inactive indefinitely in Lhe As inventory. ms did not have data to
show the average age of nonfiler cases in the Am inventory, but many
have been unworked for a couple of years. For example, we found
nonfiler cases that had been in this inventory since 1988.

District Revenue Officers During the third stage, unresolved nonfiler cases from Am are trans-
ferred to an automated inventory at the district office called tne
".queue- where-depending on the estimated tiet yield--they may be
assigned to a revenue officer. If the case is investigated, a revenue
officer contacts the person through telephone calls, letters, or visits to
obtain the delinquent return. IRS did not have data to show the average
age of cases in the queue. However, we found nonfiler cases in the queue
from tax year 1980 that may never be investigated because cf their low
estimated yield.

Who Were the High- To determine their demographic characteristics, we analyzed 295 ran-
donkly selected cases on high-income nonfilers for tax year 1987 from a

Income Nonfilers in total of 3,651 cases at three w service centers. Using It& data. such as

1987? that from information returns, we estimate that

* their median income was $134,000 and consisted primarily of wages.
* their average age was 46,
* 67 percent filed jointly, and

'1bis score L callkd the Resource and Worcload Managemeent Systan (RWMS) sco.ot IRS ,J'tvna's t
using the average yield of all cksad cases. This report refers to the RWMS core as "Mt )wekl-
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89 percent did not file P return for 2 or more years.

We also estimate that 34 percent were due refunds that averaged
$7.000. This percentage is lower than for people who riled timely 1987
returns-75 percent were due refunds. Appendix It has additional
details on the characteristics of the high-income nonfilers.

Objectives, Scope, and In a January 23, 1990. letter, the Chairman. Subcommittee bn Com-
merce, Consumer, and Monetary Affairs, House Committee on Govern-

Methodology ment Operations, asked us to determine ways w could investigate more
high-income nonfilers and do so more effectively. We also attempted to
develop information to profile the characteristics of high-income
nonfilers to see who made up this populadon.

To meet our cbjectives. we teviewed Ias procedures used at A sites, at
distrijt office-s, and in the s.R program at service centers. We also dis-
cus•,o the policies, procedures, and priorities of the nonfiler program
with officials at the IRS national office.

We at, ..trvidomly selected a sample of tax year 1987 high-income
.. "r caies at three service centers and asked iRs to investigatc them

%ising different methods. We focused on tax year 1987 because, when we
selected our sample, it was the most current year that ma was investi-
gating. We selected the three service centers on the basis of their geo-
g-aphic dispersion and the availability of our staff. wis officials said the
procedures to investigate nonfilers at these thre- service centers are
typical of those at others. (See app. I for detailed information on sample
selection and statistical analysis methods.)

For tax year 1987, lKs sent a total of 12,121 potential high-income
nonfiler cases to its service centers in Austin. Texas; Cincinnati, Ohio;
and Fresno, California. This number represents about 30 percent of the
approximately 40,000 high-income nonfiler cases identified nationwide.
Of the 12,121 cases, I&% resolved 8,470 (70 percent). iks did not yet have
data to specifically show how often it resolved the cases ',y obtaining a
return in the notice stage or determining that no return delinquency
existed. Such data will not be available until late 1991 or early 1992.
The remaining 3,651 cases remained unresolved after rns had mailed two
delinquency notiexs to the nonfilers. We randomly selected 1,200 of
these cases.
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To ttet the effectiveness of different collection techniques, we randomly
assigned the sample of 1,200 cases into four groups of about 300 each.
We assigned one group each to A, the sFR program, and revenue
officers for investigation. Cases in the three test groups were not sent a
third or fourth delinquency notice. The remaining cases served as a con-

A=l group and continued through ut' three-stage process. -

We developed a data collection instrument that ms staff used to docu-
ment their investigations of cases in the four groups. In estimatingaddi-
tional tax revenues, we considered net yield to be the taxes, penalties,
and interest owed by the high-inrnome nonfiler for tax year 1987 after
subtracting withholding and es*. .iated tax payments made before con-
tact by iRs. The net yield, the " r t, re;-resens the increased revenues
ims could obtain from these nonalers at the three service centers. less
any nis cost. We developed these costs bv analyzing M.s data, which we
did not verify, on various Collection tasks. We also identified total reve-
nues iRs obtained for other tax years by pursuing the 1987 cas. This
total for all tax years is rmferred to as net balance due.

During our analysis, we noted that some dolinquent returns that Collec-
tion staff obtained from high-income nonfilers appeared to underreport
income or overstate deductions but were not referred :o Examination to
be checked for noncompliance. As a result, we asked Examination offi-
cials to review .he returns received as of March 30, 1990, to determine
whether Collection employees should have referred them to Examina-
tion. We verified the results of their reviews. We also followed up on our
recommendation on thin issue from our 1979 report on ms' nonfiler
program."-

To develop the profile of high-income nonfilems, we used ms' data, which
we did not verify, from information returns, nonirder notices, and Master
File transcripts for nonfilers in our control group. We also obtained data
from any returns that high-income nonfilers eventually filed. We limited
our analysis to the control group to reduce the time and effort needed by
ai• staff to complete our data collection instrument.

Our audit work was done from October 1989 to September 1990 in
aceordance with generally accepted government auditing standards.

-'WhO' Not FPingh lNw Tax Re1urrm' IIt. Nerd Better Was to Vind Twm awid Coh•kti Tietr Taxe,
iD-7i4i9. uy I 1. t979m.
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Chapter 2

Better Results Are Possible If MS Chnges
Methods Used to Pursue High-Income Nonfilers

ues has an ironic imbalance in its nonfiler enforcement program. Unlike
lower-income nonfilers in the sFi program, high-inc•ome nonfilers who do
not respond to Mn acions are not assessed a tax. Instead, Aic employees
pursue high-income cases and refer those unresolved to revenue
officers. However, very few of these cases are licely to be investigated
by revenue officers or assessed a tax, partly because Is" formula for
ranking cases to be invesigated understates their estimated yields.

Even if the yields for the 1987 high-income cases had been correctly
estimated. iem staffing would have been insufficient to permit revenue
officers to investigate many of the cases. IRS could give more scrutiny to
high-income nonfiler cases by including them in the sFR program as is
done for low-income nmxfiders This prograr. womld provide an assess-
ment against nonfrt,:s who would otherwise escape a revenue officer's
scrutiny.

Two ye: "-z.;er theA.a-r. :M88.1eadline for Miing returns, 47 percent' of
Understated Yields the 3,6 5t high-incv,ra nux.tder-2 hta not been investigated by revenue
Result in Cases Not officers or 3ssesu a•; &. Figi,;. 2.l shows the April 1990 status of all

Being Worked by the caset and the .ake-.,ood t ,vit nr-solved cases eventually will be

Revenue Officers investigated.

'A wb.'Inmar "and Pet'vwi, U.• - thu t-haptwr aiw esttmates. um,• therwt~w mdlkated. baied

inar %ample resUlL,
-This mnmber represem.s the ami te orfes at the three ,*-me ewtrs an w wtht the hNgh.inctwn
mmfilkra did aws respawnd to th fi twwi nota'ir
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Figure 2.1: Outcomes for the 36S1 High-
income NManr Cases for Tax Year 1987.
as of Apri 1l0

45% --- CASES N DISTRICT OUEUE
UNUKELY TO BE INVESTIGATEA BY
REVENUE OFFICERS

2%
CASES N DISTRICT OUEUE LIELY
TO BE EVEST1GA1ED BY REVEJE
OFFICEM
CASES IESOLVED AT OR BEFORE
ACS

Even with more time. only 2 percent of the cases that were in the dis-
trict queue had high enough estimated net yields to be investigated by
revenue officers. The other 45 percent had low yields, which means that
these c•ses will remain in the queue indefinitely. thus escaping Is
scrutiny.

wt estimates of the net tax yields from investigating high-income
nonfiler cases were significantly lower than atUal yields. This differ-
ence occurred because I1 did not separately caiculate )ields for high-
income cases. Rather. IRS estimated 1987 net yields using actur. taxes
assessed from investigations of all tax year 1984 norlrer cases. By
averaging yields from al cases, those with lower incmnes reduced the
estimated net yield-and investigative priority-for high-income cases.
As a result. W* estimated yields for high-income nonfiler cases in our
%ample were about one-third of the actual yield--2,967 versus $7,811.

Because 45 perent of 3.651 cases had priorities too low to be investi-
gated by revenue officers, we wanted to determine whether revenue
officers would have ;nvestigated more cases had wR not underestimated
the yif ds. To do this. we calculated yields from our sample cases and
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compared the new yields to the minumw estmzated yieds necessary to
trigger a revenue officer investigatxn in each district w reviewed. Dis-
tricts adjust their minimum yields to fi: their existing oe workload and
available revt.'ue officers

This comparison showed that an adilitional 831 (23 percent) of the 3.651
cases would have exceeded the mizunrnm requred for assignment to a
revenue officer. These 831 cases repesent allSt $10 olimn in addi-
tional taxes. Had more revenue officers been asailable i these distris,
the minimum yields to trigger an investigation would have been lower.
Thus, more than 831 high-income cases could have been assigned to rev-
enue officers.

IRS Should Consider To test alternatives for investigating the 3,651 high-incme nonfilers we
randomly assigned about 300 cases to each of three grous (1) retvntw

Alternatives to Its officers, (2) Am tax examiners, and (3) tax exawiners at the sR pro-
Investigation Methods gram Another 300 cases were randmnly assigned to a auiVo group and

were investigated using is' current thrfe-staWe method.

Each alternative approach resulted in a higher proportim of delinquent
returns being obtained and in higher average yields than n" curree
approach. The most successful, however. varied dependng an the ai-
tena used to measure success. When the highest rate of obtaiing dlin-
quent returns is the primary measue. the relvmue officmes were the
most successful. Conversely, when the highest yield or yild-o-cost
ratio is used, the sFR program was the most successful.

It is important to recognize that m; was able to mvestigae our sample
cases, unlike the control group, free of resource constrai. Accord-
ingly, the results from the test illustrate the peential benefits from pur-
suing these cases should neu obtain sufficient resmrces. Table 2.1
outlines these results.
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Table 2.1: Results From iThme
Alternative Methods tat hwes6i0" Percent of
High-Incomne Nontfiler Comared ID Oreturn A ~ Average Balance due to
Current Method. Tax Yew IN? Coli'ct~i method obalance due cost cost rato

Re-weoue officers 64 S10.963 S152 $72 1
CS iax exarmners 44 7,943 123 65A

,Fl exaniners 40c 12.010 7 1.7161

C4t&trol group 35 4.753 79 601

aAverage oaaa-C! duo es taxes. penalties. and miter~t owed fo, At d0ea*nt tax years after sA.
tracting withfivong and estrmted tax payznents made Pe11e 1IS contact Collection costs have not
been deducted from these estinates

"Average cost is a GAO eswiate. made using IS data

cti addtion. IRS mate assessrnents on arther 55 p•e•ent o0 the 'wbtsuka eetwrm r thoe who did
not sutxmt a return The other 5 percert either filed bete• noces w. ersent. were not requied 10 me.
or coud not be located

To obtain similar benefits from implementing the revenue officer
approach nationwide, =s would need more staff to investigate addi-
tional high-income cases. At 1989 staffing levels, many cases sent
directly to revenue officers would not be investigated due to lower pri-
orities than other collection cases.

Advantages of Using Even if iis investigates more high-income nonfiler cases by separately
estimating their yield, the SFR program offers another way to pursue

SFR for High-Income more high-income nonfilers. However, hs excludes high-income nonfiler

Cases Seem to cases from sFR. If the sR program were modified to include high-income
cases, the advantages would seem to outweigh the disadvantages. These

Disadeantgthe advantages follow:
Disadvantages

"* The balance due to cost ratio would far exceed that of the control group
($1.716:41 versus $60:41). This difference is largely due to lower costs
in siR. Preparing substitute returns takes far less time than pursuing
nonfilers" returns.

"* The average balance due would be nearly three times larger than that
for the control group ($12,010 versus $4.753) and somewhat larger than
that for cases assigned to revenue officers ($12,010 versus $10,953).

"- The rate of obtaining delinquent returns would be slightly higher than
for the control group (40 percent versus 3Z percent).

By modifying the st program to include high-income cases, iles also can
avoid issuing refunds to high-income nonfilers for I tax year when they
also have delinquent returns from other year% Section 6402 of the
Internal Revenue Code authorizes is to offset refunds from I tax year
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against assessments in other tax years. By preparing substitute returns,
ut can use the assessment from the substitute return to withhold the
nonfliers' refunds until the return delinquency for other years is
resolved. We believe that this action could encourage nonfilers in the sm
program to submit delinquent returns for all tax -:ears in order to
receive their refunds.

We found thpt is issued refunds to about 11 percmit of the high-income
nonfilers who were in our sample from the three .-- vice centers and
who had not friled a tax return for other years. For example, a high-
income nonfiler for tax year 1987 later filed delinquent 1987 and 1988
returns during November 1989 claiming total refunds of over $7,800.
This nonfrder then filed a delinquent return for tax year 1984 during
January 1990. showing taxes owed of over $7,000. As of April 1990, the
nonfiler still owed this amount. Had nas assessed the taxes owed for the
delinquent 1964 return through FR, wis could have used this assesmuwnt
to offset the taxpaycr's 1987 and 1988 refunds.

Despite these advantags the disadvantages of including high-income
cases in siR need to be carefully considered. These disadvantages follow:

uts" Accounts Receivable inventory may increase because some ws
assessments against people who cannot be located have little chance of
being collected. Such an increase would artificially boost the size of this
inventory. causing tas to pursue unproductive assessments.
A substitute return for high-income cases may underestimate the actual
tax liability because some income may not be reported to m&s High-
income nonrdem may accept the substitute return rather than fik, a
return on which they wmoud owe more taxes.

In either case, the alternative is worse-allowing high-income cases to
escape any im tax asesnent. tis had too few revenue officers to
pursue nonfilem, or revnenue officers pursued them but could not get a
return. While usng the sm process may understate the nonfiler's tax
liability, it would at least get an assessment on the books. Revenue
officers could then attempt to collect the payment. They would be more
likely to investigate because an assessment generally gives cases a
higher priority than nonfder cases without an assessment. In contrast, if
the case remains indefinitely in the district queue, as many of these
cases will. iw will get no assessment.

Even if tia discards the $100.000 limitation for SFR cases, many high-
income cases still will not be eligible for SFR. We estimate that 46 percent
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of the high-income cases in our sample would continue to be excluded
from the sFR program because they do not pass other restrictions-they
have over 30 percent of total income in n nemployee compensation or
40 or more information returns. uis excludes these cases from sm
because it is concerned that it may understate the tax liability by relying
on the income shown on information returns. Modifying these criteria
would allow more high-income cases into w and allow ms to create an
assessment that otherwise would riot exist.

Concl~usions is has an ironic imbalance in its nonfder program that allows wealthy

nonfi!ers to avoid paying their fair share of taxes. High-incone nonfilers

who do not respond to IRS actions are not assessed a tax as are lower
income nonfilers in the SFR program.

iw could partially correct the imbalance by separately estimating net
yields for high-income nonrtlers. Doing so would result in revenue
officers investigating more unresolved cases. Even so, most unresolved
cases would not be investigated because Ws has too few revenue
officers. The need to investigate more high-income nonfilers provides a
strong argument for increasing Us revenue officer staffing.

Another way 11s could correct this imbalance is to modify the sFR pro-
gram to include high-income nonfiler cases that were not resolved
through the notice or Ks stages and will escape any further ws actions.
These include caes that revenue officers (1) wdl not investigate
because of limit,.d staff and (2) will investigate but for which they will
not obtain a ret urn.

We do not agr e with its' reason for excluding complex high-income
cases from sF i-fear of understating the tax liability. We believe any
tax assessme it. even if understated, is better than letting the nonfiler
escape all nw. action. For this reason, those high-income nonfiler cases
with 30 percent or more nonemployee compensation and 40 or more
information returns and that would otherwise escape Ws action should
also be sent to sm'. Doing so would allow ius to resolve all high-income
nonfiler cases that would otherwise remain unresolved.

Recommendations We recommend that the Commissioner of Internal Revenue

separately estimate net tax yields for high-income nonfiler case" in the
formula for screening cases to be investigated by revenue officers and
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modify the smi program to include high-ncome nonfiler esthat would
otherwise escape ws action.

IRS' Comments and The Commissioner of Internal Revenue commented on a draft of our
report in a February 1. 1991, letter (see app. l1). He specifically agred

Our Evaluation with our recommendation to develop separate estimates of net tax
yields for high-income nonfiler cases and to refine the estimates as more
recent data becomes available. We support these actions.

The Commissioner also commented on our recommendation to include in
sR all high-income nonfiler cases that would escape ws acdiog He said
ws could do more to resolve high-income nonfiler cases& Specifally, he
said that such cases remaining unresolved after Collections contacts
will be referred to the Examination ivision. He said Examination will
first pursue these cases through cor.vspondence or field examinations
and then refer the case to -u if this initial effort is unsuccessfuL While
our work shows that the sm program is an effective way to pursue high-
income nonfilers, we believe that these ms actions, which wes not part
of our test. may also be effective.
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IRS Needs to Check Delinquent Returns From
High-Income Nonfilers for Unreported Income
and Overstated Deductions

"Nearly 12 vear's after we reported the problem. delinquent returns from
nonfilers still do not receive the same level of ti scrutiny as returns
from taxpayers who file on time. W• checks returns filed on time for
unreported income and overstated deductions through computer
matching uith information returns and through manual screening. flow-
ever. delinquent returns from high-income nonfilers rarely receive these
important checks.

Many delinquent returns that Collection staff obtained from high-
income nonfikers had evidence of noncompliance but were not referred
to Examination for review. Nearly half of the delinquem returns Ax-
asked Examznation officials to check had sufficient evidence of unre-
ported income or overstated deductions to justify referral, but only a
few of these returns actually had been referred. Moreo-er. Wm did not
computer match delinquent returns with information returns to check
for unreported income.

IRS Programs to i our 1979 report on uc" nonfiler program, we found, among other

things, that iti seldom checked delinquent returns t everttually obtained

Detect Noncompliance from nonfilers for unreported income.' In that report, we-stimated that

Do Not Apply to w did not detect $14.8 million in delinquent nonfilers" wreportedim-orm- with po~tential tax liabilities of S2.2 million in the seen ms dis-
Delinquent Tax tcts revied. We recommended that ms establish a system to check

Returns delinquent returns for unreported income.

.lthough wt agreed to implement our 1979 recommnend~im se found
wt' still dots not have a reliable sysem to check delinquen returns for

nmxompliance. Ironically, returns filed on time usually receive such
checks. For example, as discussed in chapter 1. 1tw idetifiws nonfilers
and underreporters by matching tax returns with inforation returns in
December of the year the tax return should have been filed& Ilowever.
it' does not repeat this computer match for delinquent returns that
nonfilers later file as a result of im' efforts. By the time delinquent
returns arrive. IRu" computer match is covering future tax years. Thus.
the-se delinquent r turns. unlike returns filed timely, miss this check for
unretx)rted income.

Collection employees al•so do not appear to screen delinquent returns for
unreptirted income or ove-istated deducti ons. For example. by reviewing
delinquent returns obtained by tax examiner at As or revenue officers
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at district offices. we found that they had- .-. reviewed and referred
returns that had indications of unreported income or overgated deduc-
tions to Examination officials for more detailed checks. At the service
centers, Collection branch officials said they hnay manually screen delin-
quent returns that pass through their branches for unreported income.

Collection employees do not screen delinquent returns for two reasons.
Fi.st. ts procedures do not require it. In fact, the procedures stipulate
that Collection employe-,s will not attempt to audit, examine. ow- erify
the correctness of any return. Rather, Coblec,,on's main objective in the
nonfiler program is to obtain returns. Second, these tmpkoyees never get
to see many delinquent returns. Service center officials estimated that
40 percent of the delinquent retmns bypass the Collection branch
because they arrive at service centers without an attached noice that
indicates they are delinquent. As a result, they are not referred to the
Collection branch.

After delinquent returns are processed through a service center, they
are unlikely to be selected for an examination. Although the Examina-
tion Division electrmoically checks delinquent remurns for exaiination
pmential, ns officials said few would be selected for examination
because returns filed for the current tax year receive greatee attention.
Further, although Examination staff review delinquent remi ubtained
through six for ovcrstated deductions and unreported income. smi
excludes high-income nontiler cases, as discussed in chapter I-

Checing Delinquent Delinquent returns from high-income nonriers that bypass the various
checks for noncompliance still could be examined it Collection

Returns for employe refened them to the Examimation Nvisewt. However. we
Noncompliance Could found that they rarely do refer them. While nus procedures state that

these returns may be referred, the procedures neither stress the impor-Be Productive tance of referrals nor provide criteria to decide which cases to refer. As

a result, we found that Collection emph yees referred to Exanmation
only 4 of the 178 delinquent returns that they obtained from the three
service centers.

We asked Examination officials at the service center to review these 178
delinquent returns to get some idea of how many could have been
referred because of evidence of unreported income or overstated deduc-
tions. These returns represent those obtained through our remenue
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officer and .' .samples as of April 1990.3 These Examination officials
found evidence of noncompliance on 81 (46 percent) of the 178 returns
Of the 81 ret urns. 21 (12 percent) had evidence of unreported income
and another 60 (34 percent) had evidence of overstated deductions.2

To uncover thc apparent unreported income. these officials compared
intvme reported on information returns to that reported on delinquent
tax returns. For example, they found cases in which a high-income
nonfiler had reported

* SI 16.000 in wages on his delinquent tax return while information
returns showed he received about S128,000 in wages-an underre-
porting of about -12.000 in income-and

* 8143.000 in income from medical payments an his delinquent tax return
while information rep ins showed he received S 148,000-an underre-
porting of $5.000 in income.

w• also could detect potential unreported income if it computer matched
delinquent returns from high-income nonfilers with their information
returns.

The following examples illustrate what Examination can find if given
the upportuniy to review delinquent returns from high-income nonfilers
for overstated deductions. Examination officials found delinquent
returns with deductions of

* $75.000 in mortgage interest, even though the reported income was
$101.000 and the information returns showed mortgaWe interest pay-
ments of s58,000 and

* M48.000 in reimbursed employee business expenses from the wage
intcmne reportel on the delinquent return, Peat though the Form W-2
showed only $5.000 in such expenses.

Conclusions ms does not check all delinquent returns from higit-income nonfilers for
unreported income or overstated deductions. By not checking delinquent

returnis, tie may be giving nonfilers reaon to believe that they can cheat

:Wr &d "oi mak Erjammatn udftm tod., that dt for •iw SF3 t, l (t aim betvammt thty wr
*vtiWto have to doe * -mthr irtirkt t t,. ytgtmt lotw.

:'F~awwam onlLru dad mt e~mae thO atual amiuh of awmalui and nW ,Uhitalr taxset

ion thu.w K vA- c-.a• w thef-y dbd mwi have the tune. ven them wekliAd. to twnspimd wth the
numfirn 4w eamw tbhr tax twiurM
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tm their delinquent returns and not be caught. This Ls c'outrary to a
sound enforcement strategy and only encourages futn her
noncumpliance.

We believe that people who do not comply with one tax law-the filing
requirement-are quite likely not to comply with other tax laws. As a
result. giving delinquent return-s from high-income nonfilers less iw
scrutiny than returns filed on time is illogi-l. We believe high-income
nrmfilers should be subject to the same or a higher level of scuntiny as
thitik :--ho f*•on time.

Since nearly half of the delinquent returns from high-income nonfilers
had evidence of noncompliance, we believe all of them shtuld be
referred to Examination, for a screening for evidence of noncomplia•ce.
The recommendtion in chapter 2 to allow high-income nonfiler cases to
be sent to m will. if implemented, increase the number of delinquent
returns that are checked. All delinquent returns obtained from i.v are
sent to Examination for review. Hlowever. delinquent returns obtained
through other measis, such as revenue officers, also need to be checked.

We also believe that delinquentt return from Sigh-income nonfilers
should be computer matched to identify any discrepancies among
income and cert-n deductions that the nonrdi reported. In fact, such
matching couid be drone for all dehu,,uent returns, not just those frum
high-income nofik, r

•s We recommend that the Commimoer of Internal Revenue develop a

system te eisure that delinquent returns from high-income nonfilem are

checked for unreported income and overstated deductions. This check
could be similar to that done during our review in which examiners at
the service centers scanned the returns and also computer matched the
return- with information returns.

One way to ensure, delinquent returns do not bypass tht-se checks would
bie for Iks to program its computer to identify a delinquent return when
received from a high-income nonfiler. Then. iks could send the delin-
quent return to Examination for an initial compliance check :s is cur-
rently done fir delinquent return-% obtained from swit. To ensure
Examination's limited resources are used efficiently. in-depth examina-
tkios should be completed only on those delinquent returnr ftr which
strong evider-e of rocompliance was found during the ch ck.
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V, i Febrtuary 1. 1991. letter that commented on a draft of our report.
IRS' Conniients and the Commissioner of Internal Revcnue agreed to develop this system.

Our Evaluation , O;app. Ill.)
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Appendix I

Technical Appendix

The primary focus of our evaluation was an analysis of a randomly
selected sample of high-income nonfiler cases. At each ofI three ii Ser-
vice Centers (Austin, Cincinnati. and Frsno), we selected a random
sample of 400 nonfiler cases from the universe of cases that remained
after iies sent the nonfilers two delinquency notices. We selected this
sample size to provide a confidence level of 95 percent with a precision
of plus or minus 5 percent.

Once this overall sample was selected, we randomly assigned about 100
of the 400 cases from each Service Center into each of the following
groups: (1) Revenue officers at the district office, (2) tax examiners at
Automated Collection Sites, and (3) tax examiners in the Substitute for
Return Program. The fourth group served as a control and was allowed
to go through the normal three-ae process-notices, ArN, and revenue
officers.

Our final sample size was 1,166 because some selected cases were elimi-
nated from our sample for various reasons. For example, In• lost three
cases in one region. In another instance, because the truck carrying com-
pleted cases was in an accident, %re were unable to reconstruct several
cases that were destroyed. Also. six cases were erroneously included in
our sample. Table 1.1 outlines the overall population and our final sam-
pies for each Service Center.

Table 1.1: High Income Nonfiler Universe,
Sample Populaton, and Sample Sizes by iverse aft two
Service Center. 1967 Service Cente ho Oft"es SaW4e size

Austin 4193 1,217 383
Cincinnati 2.434 717
Ffesno 5.494 1.71? 394
Total 12,121 3,151 1.146

We developed a data collection instrument that I&% used to record the
outcome of these sample cases. us officials provided us with the corn-
pleted data collection instrument and accompanying documentation.
such as correspondence from the taxpayer, to support the conclusions
reached 3V the employees working the cases. This documentation pro-
vided us with sufficient evidence to assess how well Il followed up on
our sample cases.

Statistical information and conflider' . intervals for i.tes we evaluated
at the three service centers are shown in table 1.2.
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Table 1.2- Estimates of Key Variables in
Sample Cases Spcn

Conflidence intervs
Case characteristic Estimae __Lower - UPPewr

eeue0 -off icer- s
Return filed64 58 0
Taxpa~er promised to file 9 -

Coldnot locate 1-0 6 13
Ot-he-r- 18 S 13- 23

aipaj7ye-r-p-r o-n, sed toti le" -_--- 6 - - 3 -8

Case sent to Oueue 3__1_ 3-- 3143-
Could #lot locale 6 388

Substitue few Rleturn

Substitute prepared 56 46 66
Other 4 18

C-nt Growp
Return%----3 29-%'- -40'%

Tapye i n!rspond -- 59 --- 53 64

.1.6- 3.100

Average assesaanot-11567_
Conlrfol -gr-oup- -5478-1 SI .3-51 582-1 1
AN others $7."0 $5.750 $10.w
Meda~n income (all) SIUM79
"Resource ano VoxkLjad managemertl System

"'Them tigures are not available
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Appendix II

Profile Data for High-Income Nonfilers

Table I1.1: Estimated Income for 1987
High-Income Nonfilers Percept of See piAW

Income nonfilrs error

S100 000 to $125.000. .. . 57
S125001 to $50 000 .19 . 45
s$15000 toV200000 is 46

$2000 IOto $300.000 13 3 8
Ov.er S300 MA0113
fatal -100

Toes not ecPAd 100 percet *a to rotsng

Table IL2: Type of Income That High-
Income Nontilers Received Permen of SWiPN"

Type, @mouircns MANflr
Wages 66 55
Noneniployee compensabon 60 76
Interest wr dtvidends so 47
Othrtypes of icr- - 56 57

Table 11.1 Predominant Type of kicome
for High-Income NonfllerO PerMetof SI~pav

Type of kIncoe eferem
WvageS 55__ 57
wnoomý~e compertatiow __ 32 54__

Interest a nd 3iied 2.
Other sore10 34
Total10

aft use 'predomuwnt" to the imW scoprnesents rn~ w n 50percet oftw-ot lCnY
teported on mrstormation retLu'm

Table fi.4. Age of High-Incombe MaNoners
Percen of Samping

Ag. eg rwfllNoso
30 and beqlcw 7 __29-

31 to 40 21 48
41 to 50 38 56
51 to 60 22 48
Oyer 60 12- .38
Total 100
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Table NJS: Piling Status of High Inconw
Nonreler. Petce~ at of Sampftn

Filing status olser
Single ____5

Married filing pently ____67 55
Married filing sepafately
Head of housetiold 6 28
Total 100

/ 'NOw slatistcaly sigrfJnt at the 9&pereeii c~nordene wo

Table IL& Results o1 Chocking
Delinquent Returns Fmnm High Income Peren of Sarnpbg
Nonfilee Outcome Samr

Refund344
Owe Taes56 46

NoRefund6 De or Tax'Owed ___10 28
Total 100

"Does not equa i0o percent ueto vm&Vi
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Appendix III

Comments From the Internal Revenue Service

DEPARTMENT OF THE TREASURY
INTCRNAL REVCNUE SERVICE

WASHINGTON. C-C. 20224

Mr. Richard L. Fogel

Assistant Comteller General
U.S. General Accounting Off ice

Washington. DC 20545

Dear Mr. Fogel:

We have reviewed your recent draft report entitled -faz
Administration: US Does Not Xnvetigate Most Nigh income
xonfilers" and generally agree with the repoxIts recmmendations.

We agree that sore can be dons by the M to resolve high
income nonflHer cases. Our TY 1991 pliance initiative puts
significant emphasis on nonfiler issues. ibis initiative. rnow
underway, will design a research and data collectioa methodology
that will help us understand the characteristics at the nonfiler
population and vwil assess both the short and long twm impact of
our efforts. In this regard. ve appreciate the work being doam
by the General Accounting Office (GAO) in this area and will
utilize their reviews, along with the findings from oar own
research efforts, to develop a comprehensive strategy to address
nonfiler issues.

In response to GAO's specific recommndations, wv plan to
change our procedures so that all high income nonfHler cases that
are unresolved after collection action will be referred to
Examination. These cases will be reviewed for assignt to
correspondence or field examination. We believe this process
would be more effective In determining the corract amount of
unreported income than our Substitute for Returns (81) progam
where we impute income based on income reported on we and
information returns. We plan to review the results of these
changes in handling high income onfilers and give consideration
to including them in the Substitute for Returns program where
appropriate.

We agree with GAOs recomendation to develop a system to
assure that delinquent returns from high icme nonfilers are
checked for unreported income and overstated deductimo. We will
change our procedures to clearly state that all delinquent
returns should be checked for both unreported income and apparent
overstated deductions by Collection employees in service centers
as well as district offices, and referred to Examination where
appropriate.
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Kr. Richard L. Fogel

In addition, w* agree with GAO's reciendation to review
soparate estimates of potential tax 1olde for high inown
nonfilers. We are continually revig '4 otw scoring methodology
as new information becomes available.

/ Thank you for the opportunity to rewlev tAie report. we
hope you find these Coment* useful.

Best regards.

1 Fred 
T. 

Gol
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Major Contributors to This Report

General Government .1A Stapleton Assistant Director, Tax Policy

and Administration Issues

Division, Washington, TommSort, Assignment Manager
D.C.

San Francisco Ralph Block., Regional Assigmnent Manager
Lquis Roberts. Evaluator-in-Charge

Regional Office ftblee Seymour. Evaluator

Cincinnati Regional Richard Edwards, Evaluator

Offi:ce

Dallas Regional Office IArry. L . Evalua.or
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IRS' FISCAL YEAR 1992 BUDGET
AND

THE 1991 TAX RETURN FILING SEASON

SUMMARY OF STATEMENT
JENNIE S. STATHIS

DIRECTOR, TAX POLICY AND
ADMINISTRATION ISSUES

IRS* fiscal condition in 1991 appears more stable than it was in
fiscal years 1989 and 1990. During those years IRS encountered
budget shortfalls of $360 and $465 million, respectively. IRS
may have to absorb about $74 millicn in cost increases for
fiscal year 1991. However, IRS will apparently be able to cover
most of these costs without having to take the drastic kind of
actions it took in 1989 and 1990 when it froze hiring, c,'rtailed
promotions, and reduced support services. Because of the more
stable fiscal condition this year, it appears that IRS will be
able to more fully implement congressionally authorized
compliance initiatives--scsthing it was unable to do in fiscal
year 1990.

IRS' first budget priority for fiscal year 1992 is full funding
for existing staff and related support costs. This accounts for
the largest portion of the requQsted $622 million increase over
the authorized level for fiscal year 1991. Compared to pasL
budgets, the fiscal year 1992 budget appears to have been
formulated to more accurately reflect on-board labor costs, thus
improving the likelihood that new program initiatives will be
implemented. However, IRS' ability to achieve some of the $141
million in savings called for in the budget is uncertain.

The most significant compliance initiative proposed for fiscal
year 1992 provides an additional $34 million for IRS to collect
delinquent accounts. GAO believes this request is reasonable in
light of staffing reductions that resulted from past hiring
freezes. Another initiative provides for $5.5 million to
increase the number of examinations of high dollar tax returns.
This increase, however, will only expand audit coverage by .01
percentage point over the fiscal year 1991 level, thus doing
little to reverse the steady decline in audit coverage.

GAO has also been monitoring IRS' performance during this year's
filing season. On the basis of its analysis of various IRS
indicators and its tests of the availability of forms and
publications, GAO believes that this year's filing season is
proceeding successfully, continuing a recent trend. For example,
the current accuracy rate for telephone assistance is 80
percent. The one area that was a specific problem last year--
taxpayers' ability to get through to IRS--is still a problem. As
of March 9, 1991 IRS answered 9.6 million (42 percent) of the
22.7 million calls for assistance. That answer rate is better
than last year's but well below the 61 percent answer rate for
the 1989 filing season.
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March 13, 1991

The Honorable Doug Barnard. Jr.
Chairman. Subcommittee on Commerce,

Consumer, and Monetary Affairs
Committee on Government Operations
House of Representatives

Dear Mr. Chair.nan:

This report responds to your request that we review the Interna' Revenue Service's program
for detecting and pursuing individuals who have an income of over $ 00,"00 and who fail to
file required federal tax returns. It shows that the Service needs to improve this program to
make sure that the natior's voluntary tax assessment system remains strong.

As arranged with the Subcommitt. r, unless you publicly announce is contents earlier, we
plan no further distribution of the report until 30 days from the date of issuance. At that
time we will send copies to the Secretary of the Treasury; the Cemmissioner of Internal
Revenue; the Director, Office of Management and Budget; and other interested parties.

Major contributors to this report are listed in appendix M. If you have any questions, please
call me on (202) 272-7904.

Sincerely yours.

Paul L. Posner
Associate Director
Tax Policy and

Administration Issues



Mr. Chairman and Members of the Subcommittee:

We are pleased to be here today Lo assist the Subcommittee in its

inquiry into IRS' current fiscal condition, IRS' budget request

for fiscal year 1992, and the status of the 1991 filing season.

My testimony makes the following points:

/
-- IRS' fiscal condition in 1991 appears more stable than had

been the case the prior 2 years. There are some

unanticipated costs that IRS is going to have to absorb

this year, but not of the magnitude that existed in 1989 and

1990.

Because of the more stable fiscal condition this year, it

appears that IRS will be able to do something that it was

unable to do in 1990--more fully implement congressionally-

authorized compliance initiatives.

-- IRS' budget request for fiscal year 1992 has been

formulated in a way that seems to do a better job of fully

funding IRS' current operations, which portends well for

improved fiscal stability in 1992.

The most significant compliance program increase in the

fiscal year 1992 budget request involves additional staff to

collect delinquent accounts. That request seems



reasonable, especially considering the negative effects of

hiring freezes in 1989 and 1990. We continue to believe,

however, that IRS needs better information for use in

managing its collection activities.

There are certain aspects of IRS' fiscal year 1992 budget

request, in addition to the tax system modernization issues

that will be discussed by our Information Management and

Technology Division, that we believe the Subcommittee needs

to consider during its deliberations. Those deal with the

acceptable level of taxpayer telephone service and our

continuing concerns about the level of audit coverage.

Based on the various IRS indicators we have been monitoring

and our own tests of the availability of forms and

publications, this year's filing season has continued the

recent trend of successes. This year, for example, IRS

statistics show that its assistors have responded accurately

to 81 percent of IRS' test questions, compared to 76 percent

last year. There is conflicting evidence, however, as to

how successfully taxpayers may be getting through to IRS

this year compared to last.
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FISCAL YEAR 1991--FINANCIAL STABILITY

We told the Subcom~mittee last year1 that the most important

question to be answered in assessing IRS' fiscal year 1991 budget

request was whether it provided a base for stabilizing what had

been an unstable fiscal environment. Because of that

instability, IRS had to freeze hiring, curtail promotions, and
/

cut back support services. One result of those actions was that

new compliance initiatives that Congress had authorized for

fiscal year 1990 could not be fully implemented.

Because of changes IRS made in preparing the fiscal year 1991

budget, we told the Subcommittee last year that the prospects for

an improved fiscal condition in 1991 appeared good. We cautioned

that several factors could adversely affect IRS' fiscal

prospects, most notably pay reform and anticipated postal rate

increases. We also questioned IRS' ability to achieve certain

savings.

Before its final appropriation was passed, IRS officials met with

congressional staff to discuss reallocations that were needed to

the President's 1991 budget to deal with potential shortfall

conditic..s, including those we discussed in last year's

testimony. ks a result of the realiocations, IRS' appropriation

lIRS' Budget Request for Fiscal Year 1991 and Status of the 1990

Tax Return Filing Season (GAO/T-GGD-90-26, March 22, 1990).
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covered most cf those conditions. According to IRS Finance

Division officials, however,-IRS may still encounter a shortfall

of about $74 million which consists of (1) $23 million for

telecomnunications; (2) $11 million rcsulting from the inability

to achieve FTS-2000 savings called for the 1991 budget; (3)

almost $7 million for postage for other Treasury agencies;

(4) an additional $18 million for geographic pay; and (5) $15

million to purchase rather than lease certain computer equipment.

IRS plans to absorb some of the shortfall with funds that were

originally authorized to be spent on compliance initiatives.

Not all of these funds will be used for the initiatives, in part,

because as discussed next, IRS was not able to hire the new staff

as soon as anticipaLud.

Status of fiscal year 1991 compliance initiatives

IRS' fiscal year 1991 budget provided for compliance initiatives

that IRS said would raise about $0.5 billion in additional

revenue in fiscal year 1991 and $5.7 billion through fiscal year

1995. Congress appropriated $191 million and 3,476 additional

staff years for those initiatives. Because of budget

reallocations and hiring delays, IRS now estimates that these

initiatives will raise about $230 million in fiscal year 1991--

less than half the original projection.
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IRS based the original revenue projections on the assumption

that it would begin hiring the additional staff on October 1,

1990. Because IRS did not receive its fiscal year 1991

appropriation until October 27, 1990, it did not begin hiring

until early January i991. IRS hopes to fully staff the

initiatives by the end of fiscal year 1991. Even with this

hiring, IRS' total enforcement staffing will be well below thatI

realized in fiscal year 1988. For example, IRS' budget documents

show that, on the average, IRS had 16,558 revenue agents in

fiscal year 1988 compared to the 15,680 revenue agents that are

expected for fiscal year 1991.

IRS also restructured the 1991 initiatives by dropping two

service center initiatives and adaing another collection

initiative. One of the initiatives dropped was aimed at

increasing correspondence audits and other service center

contacts with taxpayers about problems with their returns. The

other initiative sought to identify noncustodial parents who

incorrectly claim their child's exemption on their federal tax

returns. In lieu of these two initiatives, IRS added an

initiative that will attempt to secure an additional 142,000

delinquent returns between January 1, 1991, and September 30,

1991. This initiative was one of six that had been authorized by

Congress for fiscal year 1990 but were not implemented that year

because IRS had to reallocate the funds to cover unbudgeted cost

increases. With the new mix of compliance initiatives for fiscal



year 1991, IRS hopes to achieve about $6.2 billion in additional

revenue by fiscal year 1995.

MAINTAINING LABOR A"' SUPPORT COSTS ACCOUNTS
FOR LARGEST PORTION Of FISCAL YEAR 1992 BUDGET INCREASE

Now turning to the fiscal year 1992 budget. The large budget

shortfalls IRS experienced in fiscal years 1969 and 1990 were

attributed, in part, to underestimating base labor and support

requirements. Thus, IRS' first budget priority for 1992 is full

funding for existing staff and related support costs. This

accounts for about 51 percent of the fiscal year 1991 increase

over the 1991 authorized level.

The budget totals $6.7 billion and provides for 116,585 average

positions, a net increase of $622 million (10 percent) and 963

average positions (1 percent) over the autihorized levels for

fiscal year 1991. The $622 million increase is a net of $763

million in increases and $141 million in decreases. The

increases include

-- $388 million for labor and support costs;

$256 million for information systems, of which $162

million is for IRS' modernization effort;
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$57 million for new compliance and management

initiatives, of which $34 million is to -increase the

collection of delinquent accounts;

$46 million to annualize the costs associated with the

1991 compliance initiatives;

/

$16 million _n workload increases, the bulk of which

will be used to process an additional 2.6 million tax

returns.

The $141 million decrease is for nonrecurring cost3 and expected

savings, which according to returns processing officials, include

savings of $17 million from electronic filing and $15 million

from the on-line-entity system. The on-line entity system is one

of the projects that will be discussed as part of our Information

Management and Technology Civision's testimony.

we believe that the 1992 budget is cast in a way that continues

the positive steps taken last year to more accurately reflect on-

board labor costs and thus improves the chances that new program

initiatives will be implemented. For example, compared to ;ast

budgets that required IRS to absorb at least some of the federal

pay increase, the fiscal year 1992 budget provides funding for

all of the anticipated 4.2 percent pay increase. It also more

realistically assumes that revenue initiative staff will be on
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board mid-way through the fiscal year rather than at the start of

the year.

Some of the $141 million in decreases may not be realistic. For

example, the returtns processing function is being cut about 900

average positions due to the expected savings from on-line entity

systems and electronic fi~ing. Acco,:ding to returns processing

officials, to reclize the estimated savings for electronic

filing, 25 million returns would have to be filed electronically

in fiscal year 1992. IRS currently estimates that it will

receive 6.2 million electrtnically filed returns this year and is

expecting 8.2 million in 1992.

In addition, the 1992 budget was adjusted for certain costs that

should not recur--for example, a $15 million computer purchase

budgeted for fiscal year 1991. Such adjustments assume IRS will

spend 1191 funds for theic intended purpose and not divert them

to other areas.

Proposed increase to collect delinquent accounts

The largest compliance program increase in the fiscal year 1992

budget is for 671 staft years aisd $34 million to enable IRS to

collect more delinquent accounts. As we have testified in the

past, IRS does not have the necessary information to determine

how many staff it needs to collect .ts accounts receivable.
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Considering the size of the accounts roceivable irnventory,

however, we believe the authorization 3f additional staff in

fiscal year 1992 is appropriate--especially in light of the

reduced staffing levels that resulted frord 2 years of hiring

freezes. For example, the average number of revenue officers in

the collection activity had decreased from 3,238 in fiscal year

1988 to 7,601 in fiscal year 1490. In the longer term, IRS needs

to change the way it carries out its collection activities based

on sound financial and management information.

IRS has taken some steps to develop better information--

information that can be used to obtain meaningful collection

trends. We used the information in work we are doing at the

request of the Chairman. We analyzed the limited historical data

IRS now has available to project the ultimate disposition of the

almost $93 billion accounts receivable balance as of September

30, 1990. The analysis shows that, if IRS continues to do

business as usual, it will

collect only $23 billion, or less than one-fourth of

the accounts receivable balance,

abate at least $24 billion, and

write off nearly $46 billion due to the ixpiration of

the 10-year statutory collection period.
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These results should not be viewed as an indicator of IRS'

overall collection effectiveness because IRS collects many new

receivables before they become part of the year-end inventory.

The $23 billion collection estimate also needs to be cozpared

with the portion of the receivables that could be collected.

Clearly, for example, most of the $24 billion to be abated would

represent amounts that should not have been included in the

inventory. Little is known, on the other hand, abo6t the

characteristics and validity of the $46 billion we estimate will

be written off. That type of information is critical to

developing a collection strategy.

Issues to be considered
In assessing the adequacy
of the fiscal year 1992 budget

We will now discuss two issues that the Subcommittee may want to

consider during its debate on the adequacy of IRS proposed

budget. We raise these issues to clarify what the proposed

budget will provide, not necessarily to advocate additional

funding. We realize that the amount of "discretionary funding"

is limited and that funding decisions will be difficult.
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Level of toll-free telephone service

First is the question of whether the 74 percent level of toll-

free telephone service provided for in the budget is acceptable.

IRS defines the level of service as the number of telephone calls

IRS answers relative to its estimate of the number of persons

calling for assistance. The level proposed for fiscal year 1992

is slightly below the 76 percent level that IRS expects to

provide in fiscal year 1991. As we will discuss laterl this

•ear's level of service statistic translates inco a 42 percent

answer rate.

IRS uriginally sought funding to provide an 85 percent level of

service in Efscal year !992. During the budget formulation

procesa, hwever, • Treasury Department concluded that "theoe

appears to be an acceptable congressional tolerance of a 75

percent service level in the current budget environment.0 N. do

not knov what level of service is acceptable to Congress in

general or to the Subcommittee in particular. We believe that

the acceptability of a particular level of service would depend

in a large part on the quality of that service. As we will

discuss later, the quality of IRS' service has been improving.

11



Audit coverage

The fiscal year 1992 budget proposes an increase of 86

examination staff years to enable IRS to increase the number of

examinations of high dollar tax returns. This increase, however,

vill only expand audit coverage by .01 percentage point over the

fiscal year 1991 level, thus doing little to reverse the steady

decline in audit coverage. Overall, audit coverage has declined
I

from 1.3 perce::t in fiscal year 1985 to 0.84 percent in fiscal

year 1990 aij is expected to increase to 0.91 percent in fiscal

year 1992. Figure 1 shows the trend in audit coverage since

1985 for individual and corporate returns.

Figure 1:

Individual and Corporate Audit Coverage,
Fiscal Years 1985 Through 1990
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IRS has said that audit coverage does not present a complete

picture of enforcement presence, that the decline in audit

coverage for individual taxpayers does not take into account

contacts through the Information Returns Program (IRP).

IRP, however, has some limitations. It can check only the income

and few deductions for which IRS receives information returns.

Also, over half of the potential underreporter cases identified

by IRP are not productive because of various errors made by /

taxpayers and employers. Finally, there is no IRP for

corporations. In March 1987# GAO testified on the merits of

establishing a business information returns program. 2  While IRP

is a valuable supplement to TR, audit preserce, we believe the

threat of an audit is , key co.u'-r.ent to maintaining voluntary

compliance. We are concerned •t thu decline in audit coverage

will encourage rare people to plAy the Oat-dit lottery".

THE 1991 FILING SEASON

This year's filing season, like those of the past few years,

appears to be proceeding successfully. We assessed various IRS

indicators relating to taxpayer service, forms distribution, and

returns processing and did our test of the availability of forms

and publications. We saw little to give us cause for concern.

2 The Merits of Establishing a Business Information Returns

Program (GAi/T-GGD-87-4, March 17, 1987).
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The one area that was a specific problem last year--taxpayers'

ability to get through to IRS over the telephone--is still a

concern, although performance appears to have improved somewhat

compared to lsst year.

Telephone assistance

IRS' telephone assistors have continued to improve the accuracy

of their answers to test tax law questions this year. It is

unclear, however, whether service availability is better or worse

than last year--and that is a concern.

Telephone assistors are answering test tax law questions

accurately about 81 percent of the time, according to IRS'

Integrated Test Call Survey System (ITCSS). This is higher than

the 76 percent accuracy rate at about the same time last year and

compares favorably with the 1989 filing season accuracy rate of

63 percent. Although still short of the 85 percent goal IRS set

for this year, the upward trend is encouraging.

We monitored 327 test calls made by IRS between March 4 and

March 15. Our scores of those calls agreed with IRS scores about

95 percent of the time. Because of the consistency of these

results, we believe that the 85 percent accuracy rate IRS

reported for each of the 2 weeks is reliable. The calls we

scored also indicated an accuracy rate of 85 percent. We will
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continue to monitor test calls throughout the filing season and

will provide the results to the Subcommittee for the hearing

record.

We believe that IRS' improvement in test call accuracy over the

past 2 years stems primarily from (1) continuing top-to-bottom

management emphasis and involvement and (2) development and

implementation of standards for evaluating and improving the

telephone assistance program. The Commissioner has continued to

emphasize improving assistor accuracy and our visits to the field

indicate that this emphasis is clearly understbod and is being

acted on by top field managers, supervisors, and assistors on the

line.

Challenges remain, however, particularly in the areas of

stabilizing the assistor work force, strengthening training, and

incorporating automation into the program.

The absence of agreed-upon standards for evaluating and improving

the telephone assistance program has been a matter of concern to

us and to IRS for several years. We believe this problem has

been overcome. First, the test that GAO and IRS have worked

togother to develop has established a nationwide standard for

assessing call site performance. The results of the test, along

with other data, are being used by IRS managers to make resource

and workload allocation decisions and to identify and correct
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problems in answering taxpayers' questions. The test has also

created a healthy competition among the call sites, which we and

IRS officials believe L.s contributing to better performance.

Second, IRS has completed and issued a single nationwide probe

and response guide to aid assistors in probing to obtain all the

facts needed about a taxpayerls situation before attempting to

answer the question. The use of this guide by assistors and

sipervisors has been made mandatory, and training on how to use

it has now been provided. We believe that the development and

nationwide use of this guide has already contributed a great deal

to IRS' improved accuracy. The guide contains uniform standards

for acceptable responses. Thus* it is both a standard and a

tool that provides a framevork for training, a basis for

measuring assistor performance, and a means for identifying and

correcting performance problems.

Much has been accomplished in the past few years, but much

remains to be done to ensure that taxpayers receive accurate and

timely assistance.

IRS continues to experience heavy attrition in its assistor work

force, particularly among seasonal employees. IRS estimates it

lost about 1,230 seasonal employees during fiscal year 1990. It

is working to increase the percentage of permanent employees*
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which should reduce turnover and, if successful, reduce the cost

of training new employees each year.

GAO and IRS have both studied assistor training during the past

year and concluded that the training had improved, but further

improvements were needed. We are preparing a report that

recommends, for example, that IRS reduce the number of "yes" or

"no' questions on classroom tax-law tests and sutatitute

questions to test students' probing skills. We a.m are

recommending that IRS develop an experienced training corps to

revise the course material. Currently, revisions to the

previous year's training materials are made by staff that have

little or no experience in course development. We will continue

to monitor IRS' efforts to improve assistor training.

Another important tool intended to improve telephone assistors'

performance is the Taxpayer Service Expert Assistance System.

This automated system, nov incorporated into a broader system

called the Taxpayer Service Integrated System (TSIS), was first

tested during the 1990 filing season at the Boston call site. As

the Subcommittee requested, we have reviewed IRS* progress with

TSIS since that time.

IRS needs better information before it can justify Investing in

TSIS, including information on the specific benefits of
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installing it and on whether non-automation alternatives would

be more cost effective.

The Boston call site test was inconclusive. The accuracy of

resplnses to taxpayer questions improved at Bscton by about 21

percentage points, but other call sites also improved

substantially without the automated system. For example, during

the 1990 filing season, 23 call sites improved accuracy by more

than 10 percentage points through management initiatives and 3 of

the 23 sites increased accuracy more than the Boston site.

IRS is teoting TSIS again during the 1991 filing season. From

these tests it had hoped to get enough information to decide

whether to begin installing TSIS at ail 32 call sites. The tests

are, however, either flawed or limited in ways that will result

in information that vill not provide an adequate basis for IRS to

decide how to proceed. Essentially, the tests are not structured

to isolate and measure the system's results separate from other

non-automation changes.

Because of concerns similar to ours, the Office of management and

Budget denied IRS' fiscal year 1992 budget request of $41 million

for TSIS. Consequently, IRS recently decided to conti-re

testing during fiscal year 1992, instead of beginning to install

TSIS. We endorse this decision and recommend that these teqts be

constructed to measure specific benefits of the system and that
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IRS evaluate at each site whether non-automation alternatives a:e

more cost effective than TSIS.

There is conflicting information as to how successfully taxpayers

may be getting through to IRS this year compared to last. Using

IRS data on the number of calls received and answered, we

computed an answer rate of 42 percent as of March 9, 1991,

compared to 34 percent last year. ITCSS statistics, however,

show that for the week ended March 16, IRS' test callers were

able to get through on their first call only 38 percent of Lhe

time, which, on its face, looks like a considerable drop off in

performance from last year. At the same time last year, IRS'

test callers got through 47 percent of the time on their first

attempt.

Fewer taxpayers are calling IRS' toll-free lines and IRS added

resources ta increase "he availability of telephone service. As

of Match 9, 1991, IRS statistics show that taxpayer demand for

telephone service was running 7 percent below the demand IRS

expected for 1991 and 4 percent below actual 1990 demand. In

part because IRS estimated that demand for toll-free telephone

assistance would increase 10 percent between fiscal yvars 1990

and 1991, it purchased new telephone equipment, increased the

number of new phone lines at its toll-free sites by 12 percent,

and increased the number of telephone assistor staff hours by

almost 7 percent.
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We asked IRS taxpayer service officials why, in light of the

lower-than-expected demand this year and the additional

resources, telephone availability was not any better. They said

that the toll-free sites were not using all the allocated staff

so as to be able to met a pick-up in demand. 'IRS staffing

levels bear this out. As of March 9, 1991, IRS had about 6

percent fewer staff devoted to taxpayer service functions than at

the same time in 1990. The officials said they were encouraging

the toll-free sites to increase their service levels, which

should make it easier for taxpayers to reach IRS in the coming

weeks.

Fozzs and publications

In lir~ht of fIRS' success in improving the availability of tax

materials in recent years* we reduced the nmber of walk-in site

visits and mail and phone orders made to monitor the 1991 filing

season. Our visits to walk-in sites and the results from our

mail and phone orders indicate that tax materials are readily

available to taxpayers this year.

Between February 21 and March 1, 1991, we visited 10 walk-in

3ites in 6 states and the District of Columbia to check on the
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availability of 87 forms and publications that all walk-in sites

are required to stock. Six sites had all the required items, 3

sites were missing 1 item each, and 1 site was missing 2 items.

This compares favorably with last year's visits to 13 sites

between January 22 and February 26 when we check;4d the

availability of 82 mandatory items and found that 1 site was

missing 8 items, 2 sites were missing 6 items, 9 sites were

missing between 1 and 5 items, and 1 site was missing nothing.

Taxpayers can also order tax materials ly mail or phone from one

of IRS' three distribution centers. This year, we ordered forms

and publications from two centers. Between February 12 and

February 28, we placed 22 mail and phone orders. Each order was

for 4 items selected randomly from IRS' list of 87 mandatory

items. As of March 15, we had received 82, or 93 percent, of the

88 items ordered. We received 73 percent of our mail-ordered

items and 100 percent of our phone-ordered items within the 2

weeks that IRS tells taxpayers to expect delivery. We received

88 percent of the mall-ordered items in 16 days.

IRS' own tests of the availability of tax materials show somewhat

mixed results. This year, IRS's objective is to accurately

process at least 94 percent of its phone and mail ordecs. In

order to determine whether it is meeting this objective, IRS

staff have analysed 846 test orders made between November 26,

1990, and February 23, 1991. Those results shots that IRS
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accurately filled 85 percent of its phone orders and 95 percent

of its mail ordors. An IRS official in the forms and

publications distribution area explained that most of the errors

on the phone orders were caused by sending too many or too few of

the requested items.

As was the case with taxpayers seeking ans*ers to tax law

quastions, taxpayers attempting to order tax materials by phone

are probably having less trouble reaching IRS this year. As of

March 9, 1991. according to IRS' statistics, the three

distribution centers had answered about 2.9 million or 54

percent of taxpayers' calls, compared to 2.7 million or 46

percent of the calls at the same time last year.

Returns processing

As of March 9P 1991. according to various IRS indicators, IRS

has done a good job processing tax returns and managing service

center inventories. Two patterns have emerged. Me:. taxpayers

are filing electronically and more taxpayers who file paper

returns are using form 1040A.

As of March 9, 1991, IRS had received 45.0 million tax returns,

about the same number as this time last year, and had processed

about 72 percent of these receipts, down about 1 percentage point

from last year.
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More taxpayers are filing electronically this year. As of

March 9, 1991, IRS had received 5.9 million electronically filed

returns--81 percent more than last year. IRS believes that

eleczronic filing offers considerable advantages to taxpayers and

IRS in the form of faster refunds and fewer processing errors.

We are currently reviewing IRS' strategies to increase the number

of electronic filers.

Another change this year is that more taxpayers are using form

1040A to file their returns. This is occurring because IRS

revised the form to allow taxpayers to report pension income.

IRS estimates that about 4.5 million more taxpayers will be able

to reduce their paperwork burden by filing form 1040A. Through

March 9, 1991s IRS statistics show that 952,000 more taxpayers

have filed 1040A. about 9 percent mwre than last year.

Over the last several years, IRS has begun to establish specific

objectives for servicr, centers to use in managing their

inventories. These inventories, vhich can be thought of as

*tbings gone wrong* or needing special attention, have steadily

decreased over this period. Those decreases have continued In

1991. As of March 9, decreases for six of the seven inventories

ranged from 1.6 percent to 33.1 percent below 1990 levels. The

seventh Lnventory-rejects--had increased 16.2 percent, which IRS

attribu'ed to a procedural change.
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Errors made in processing tax returne

In the past, we have cited IRS statistics on the percentage of

returns involving errors made either by the taxpayer in filling

out the return or by IRS in processing it and have pointed out

that many of the same types of errors are made year after year.

In 1990, IRS began studying several types of recurring errors in

the hopes of having some solutions in place for the 1991 filing

season. Included among those studies were such problem areas as

the earned income credit and the transcription of incorrect

social security numbers during processing. As of February 1991,

most of those studies had been completed. IRS says that it has

already implemented some of the solutions recommended by the

study teams and is considering further actions for Implementation

In 1992. The solutions already implemented generally Involved

increased training, changes to the Internal Revenue Manual, and

changes to training materials. Other changes that require more

study or that cannot be effectively implemented until 1992

involve such things as changes to forms.

W. do not know vhet.er the implemented changes have had any

effect on reducing the incidence of errors this year. IRS' list

of the most frequently-occurring errors this filing season,

however, still includes several that have made the list in past

years. For example, IRS data entry staff are not properly
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recording dependent designation status for tax purposes.

Additionally, taxpayers continue to experience problems in

computing and correctly claiming the earned income credit.

in a report we are issuing today to the Subcommittee, we also

raise questions about the validity of IRS' error rate data as an

indicator of its returns processing performance. 3 We question

that data because it includes errors made by taxpayers and counts

as errors things that are not errors. We are recommending, among

other things, that IRS use an indicator to measure returns

processing quality that specifically identifies the extent to

which errors are being made by service center staff in processing

the returns. That report also includes infornation on the

quality of (11 service center correspondence with taxpayers about

adjustments to their accounts and (2) notices In sends taxpayers

informing them of changes made to their returns during

processing.

That concludes my prepared statement. My colleagues and I will

be happy to respond to any questions.

3 Tax Administrationt IRS Needs to Imarove Certain Measures of

Service Center Quality (GAO/GGD-91-66, March 20, 1991).
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